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THE OUTLOOK FOR A DRASTIC DEPRESSION 


HE depression, or recession, that seemed to be impending a few months ago 
a7 has apparently been postponed for the time being. Business continues at a 

rapid pace, and except in a few isolated lines demand remains brisk. While 
people are not so fast with their dollars as they were a few months ago, consumer 
spending is at or near an all-time high. The price cuts put into effect by several 
of our large manufacturers are a welcome sign that the general price rise could be 
topping out, Although inventories are continuing to rise, most experts agree that 
they have not reached the danger point, These are some of the strong portions of 
our economy. 


The weak side of our economy is the possibility of more inflation. The present 
é inflation has sprung from two main sources: 1. increase in the supply of money and 

credit; and 2, more money to labor without a corresponding increase in output. The 
first is the true monetary inflation brought about by the government’s policy of deficit 
financing for the past several years. The second has resulted in a curtailment of 
goods and services and has intensified the monetary inflation. 


In the future fiscal policy of the government lies our great danger. Another whirl 
at deficit financing might start our inflation spiral to spinning more viciously once 
again. Now it is slowing, or rather it gives indications of slowing. The lower bracket 
tax cut, ERP, the soldiers’ bonus, rearmament, are too new for us to measure the ex- 
tent of their effect, but they will all tend to keep inflation inching along or will at least 
keep deflation from setting in. They amount to sustaining shots in the arm, whereas 
deficit financing is administered in large jolts, another of which might prove lethal. 
There is considerable doubt as to whether our economy can assimilate the present 
inflation dosage without going into a serious decline, but still more monetary inflation 
will remove this doubt and make the eventual depression similar to the one suffered in 
the thirties, 


One indication of how well business is moving is the continued rise in bank 
debits. Bank debits measure the production and distribution of goods and services, 
In New York City and other financial centers they are subject to “adulteration” by the 
inclusion of financial transactions - but on the whole they correspond rather closely 
to changes in production and trade. Another weakness in debits as a business index is 
3 the fact that they show payment for products in process as well as payment for the 
final product. In other words, they reflect payment for the same goods at different 
stages of production and distribution, 

(cont. on page 168) 
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THE ROAD TO HIGHER REAL WAGES 


N view of the many new wage demands that are cropping up throughout the country, 
| it may be of interest to see what has happened to wages since 1913, and of partic- 
ular interest to see what has happened in the last few years, 


The chief claim advanced by the proponents of wage increases is that the past 
wage raises have not kept pace with the rise in the cost of living. In other words, 
the claim is made that “real” wages are decreasing. By “real” wages is meant the 
amount of goods and services money wages will buy. For instance, suppose a 
worker’s weekly wage index is 110, and the cost of living index is 100. Money 
wages (110) divided by cost of living (100) gives a real wage index of 110. Now-sup- 
pose his weekly wage rises to an index of 125, and the cost of living index rises to 
105. Money wage index (125) divided by cost of living index (105) gives a real wage 
index of 119. His wages have risen more than his living cost; therefore his “real” 
wages have gone up. 


In order to chart the course of “real” wages we have taken the Federal Reserve 
Bank of New York’s weekly wage index of all groups, and have divided this wage 
index by the Department of Labor’s consumer price index, The result of this com- 
parison is shown on the opposite page. From 1916 through 1945 the trend of “real” 
wages was Steadily upward. The only interruptions came, briefly, in 1925 and in 
1932. During this entire time wages were either rising more rapidly than prices, 
or were falling more slowly than prices. Consequently, the amount of goods and 
services the weekly pay check would buy steadily increased. Following the peak in 
1945 real wages began to decline. This was caused by the fact that since 1945 
wage increases in general have been followed by larger price increases, This has 
resulted in a drop of 6-1/2 per cent in the real wage index, which now stands at the 
1943 level. In other words, wage earners are not as “well off” as they were in 1945, 
but they are better off than they were at any time before 1943. Their weekly pay 


check today will buy about 30 per cent more than their weekly pay check would buy 
in 1929, 


So far we have been talking about real wages before Federal income taxes, The 
real wage trend after deduction of Federal income taxes is shown by the red line, 
With the beginning of the war, heavy taxes started taking a sizable chunk out of real 
wages - about 10 per cent for a worker with wife and one child. These deductions 
kept real wages from rising more than 8 or 9 per cent above the 1938 level, and by 
the end of 1947 had dropped them to only about 3 per cent above the 1938 level. The 
recent tax cut puts “real” wages after taxes about 6 per cent above the 1938 level. 


Although “real” wages both before and after taxes have fallen since 1945, the 
fact remains that they are still higher than they have ever been in a free economy. 


In 1945 under a war economy, many factors were out of balance. Although the weekly , 


pay check would buy more in 1945, paradoxically it could buy less due to shortages 
and the black market. 


The answer to the argument for wage increases as the road to higher “real” 
wages is that nobody ever succeeded in lifting himself by his own bootstraps. As 
wages go up, unless output goes up proportionately, prices rise. The road to higher 


“real” wages goes by way of lower prices, through higher output, and by way of lower 
taxes through more efficient government, 


————————E 
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THE OUTLOOK FOR A DRASTIC DEPRESSION 
(cont, from page 157) 


The study on pages 160 through 167 shows the fluctuations in bank debits (check 
transactions) in 90 different cities. These figures include checks drawn on personal, 
business, financial and government accounts, withdrawals from savings accounts, and 
withdrawals from war loan accounts, 


The figures for all cities have been adjusted for seasonal fluctuations, for popula- 
tion changes, and for changes in the general price level. The final figures are ex- 
pressed as percentages above or below a prewar long-term computed normal. The 
percentages above normal are shown by the blue areas on the chart; the percentages 
below normal are indicated by the red areas, 


During the depression of the thirties the figures for many State capitals were 
badly inflated by government payments of various types which cleared through the 
local clearing houses, As we have been unable to find any intelligent way of correct- 
ing for these payments, we have marked all State capitals on our charts by a red dot 
following the name of the city. Due to these payments, the usefulness of the charts for 
many of the State capitals is considerably impaired, 


The charts themselves are more or less self-explanatory and should be given 
considerable study. The tremendous war boom in some cities shows up quite strongly 
in contrast with conditions in cities which secured relatively little war business, 
Only a very small number of cities have shown any drastic drop from the war period. 


Cities which have been unusually low in recent years are “sick cities” and it be- 
hooves their residents and business leaders to do everything possible to bring them 
back to a healthy condition, In some communities this will be possible; in others, the 
difficulty may be greater and more fundamental, In certain sections of the country a 
far larger percentage of “sick cities” will be found and in other sections almost all 
cities will be prospering above the general average. 
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